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OATH OR AFFIRMATION

Robert J. Wilson s‘wear {or affirm) that, to the best of

my knowledge and belief the accompanymg financial statement and supporting schedules pertaining to the firm of

CapNet Securities Corporation

, as

of

December 31, . ,2006 a;e true and correct, 1 further swear (or affirm} that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:
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Title
' ’N / NANCY K. FINNEY

Notary : MY COMMISSION EXPIRES

FEBRUARY 18, 2011

(a) Facing Page. |

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Fmancnal Condition.

(e) Statement of Changes in Stockholders Equity or Partners’ or Sole Proprietors’ Capital.

() Statement of Changes in Llabtlmcs Subordinated to Claims of Creditors.

(g) Computation of Net Capltal

(h) Computation for Determmat:on of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to lhe Possession or Control Requirements Under Rule 15c3-3.

(i) A Reconciliation, mcludmg appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determlnauon of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An QOath or Affirmation.

. (m) A copy of the SIPC Supplemenlal Report.
(n} A repon describing any materlal inadequacies found to existor found to have existed since the date of the prewous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
x {0) Statement of Cash i lows

X (p) Independent auditor's report on internal control

1]

l




!
f

JAMES A. LONGAKER

CERTIFIED PUBLIC ACCOUNTANT:
| .

-
i

| : .
CAPNET SECURITIES CORPORATION

|
' FINANCIAL STATEMENTS

!
| -
REPORT PURSUANT TO RULE 17A —'5(d) -
FILE NUMBER 8-40635

a
f
|
i DECEMBER 31, 2006
#
|
|
l
|

2002 WOODLAND VALLEY « KINGWOOD, TX » 77339-3365
CELL: 7t3-818-1892 « PHONE: 281-358-2855 » FAX: 50t-421-2718




CONTENTS

Page .

Independent Auditors' Report

Financial Statements:
Statement of Financial Condition

2
Statement of Income 3
Statement of Changes in Stockholders Equity 4
Statement of Cash Flows - 5
Notes to Financial Stnu::mems 7

Additional Information:

Computation of Net Capital Pursuant to Rule 15¢3-1 8
Reconciliation of the computauon of net capital with that of registrant
as filed in Part I[IA of Fiorm X-17a-5 : _ _ 8

Independent Auditors'Report on Internal Control : 9-10




JAMES A. LONGAKER

i
CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITORS' REPORT
l S

Boatd of Directors and Stockholders
CapNet Securities Corporatlon
Houston, Texas ]

I have audited the accompanying statement of financial condition of CapNet Securities
Corporation as of December 31, 2006 and the related statement of income, changes in
stockholders’ cquity and cash flows for the year. These financial statements are the
_responsibility of the Company’s management. My responsibility is to express an opinion on
these financial stateme;nts based on my audit.

. I
I conducted my audit in accordance with auditing standards generally accepted in the United

States of America. Those standards require that I plan and perform the audit to obtain
reasonable assurance! about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the -
amounts and d15closu;":es in the financial statements. An audit also includes assessing the
accounting pnnc1ples)used and significant estimates made by management, as well as
evaluating the overall 'financial statement presentation. I believe that my audit provides a
reasonable basis for my opinion. '

In my opinion, the f,inancml statements referred to above present fairly, in all material
respects, the financial posmon of CapNet Securities Corporation as of December 31, 2006,

and the results of its 'operations and its cash flows for the year then ended in conformity-
with accounting principles generally accepted in the United States of America.

My audit was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained on Pages 8, 9 and 10 is presented for purposes
of additional analysis{and is not a required part of the basic financial statements, but is’
supplementary information required by Rule 17a-5 of the Securities and Exchange
Commission. Such mformauon has been sub]ected to the aud.mng procedures applied in the
audit of the basic ﬁr}ancml statements and, in my opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole. :

2[1[02 WOODLAND VALLEY - KING“'OOL:J, TX » 77339-3345
CEILI 713-818-1892 « PHONE: 281-358-2855 « FAX: 501-421-2718




:Current assets:

CAPNET SECURITIES CORPORATION

STATEMENT OF FINANCIAL CONDITION

Cash in bank
Receivables:
Accounts receivable

DECEMBER 31, 2006

ASSETS

Accounts receivable employees

L L
Commisstons receivable

Affiliated company

Total current assets

IEquipment and furniture net of accumulated depreciation of §54,695

Other assets
. f
Deposits
Other

[nvestment in Lipid Ii,abs

Total other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities i
Accounts payable
Accrued liabilites

Due from affiliated company

Total current liabi]'.ities

i

Stockholders' Equity P

Common Stock, $.01 par value per share; authotized
1,000,000 shares; issued and outstanding 119,750 shares

Additional paid-in capital

Accumulated deficit |

Total stockholders' equity

Total liabilities anfi stockholders' equity

i

The accompanying notes are an integral part of the financial statements.

2.

$ 23,729

55,981
80,668

302,058

462,435

82,806

3,876 -

50
. 88,500

02,426

3 637,667

$ 42,971
35,136
10,000

88,107

1,198
692,987
(144,625)
549,560

$ 637,667




Net income

Revenues:

Commissiop income
Professional services
Other incor'nf:

TotIaJ revenue

Operating expénses

General and administrative
Payroll andirelated expenses
Commission
Consulting

. Depreciation
Professional fees

Total expenses

Net income (loss) before Interest

Other Income;(];:‘xpense)
~ Interest expense
. i .
Interest m<l:ome

Total other income (expenses

CAPNET SECURITIES CORPORATION
STATEMENT OF INCOME
Year ended December 31, 2006

L

The accompanying notes are an integral part of the financial statements.

3.

~

2,572,048
550,510
87,446

3,210,904

234,467
252,210
1,940,139
18,426
712,553

3,157,794

53,110

657

657

53,767
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CAPNET SECURITIES CORPORATION

! :
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

|

|
|
|
|

Balance at January 1, 2006
Capital contnbution
Net income for the year

Balance at December 31, 2006

Common Paid-In
Stock Capital

' YEAR ENDED DECEMBER 31, 2006

Accumulated

Deficit Total

$ 1,198 § 692,987

$ (198,392 § 495,793

53,767 - 53,767

§ 1,198 § 692,987

$ (144,625) § 549,560

The accompanying notes are an integral part of the financial statements.
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CAPNET SECURITIES CORPORATION
| STATEMENT OF CASH FLOWS

YI’EAR ENDED DECEMBER 31, 2006
i

...
Cash flows from operating a\;cuvmes:
I

Net income | o $ 53,767
Adjustments to teconc:ile net income to net cash ,
Provided by (used for) operating activities:
Dépreciatjon i 18,426
(Increase)/decrease in accounts receivables (55,162)
(Increase)/decrease in accounts receivables employees (47,149)
(Increase)/decrease in commissions receivables . 9,275
(Increase)/decrease in affiliated companies ' (116,858)
(Increase)/decrease in prepaid expenses -
(Increase)/decrease in other (50)
(Increase)/decrease in Lipid Labs ' (73,500)
(Decrease)/increase in accounts payable A (229,839)
(Decrease)/ inf:rease in accrued liabilites 35,136
(Decrease)/increase in due from affiliates ' . 2,100
Total adjustr}Lcnt . (457,621)
Net cash pto;vided (used) in operating activities . (403,854)

Cash flows from investing activities:

(Purchase)/ d.ifsposal of furniture and equipment (11,952)

Net cash prci)vided fused) by investing activities (11,952)

Net (decrease) in cashy | (415,806)
Cash at beginning of year 439,535
Cash at end of year _ ) $ 23,729

!
.
|
!
|

‘The accompanying notes are an integral part of the financial statements.

s
!

|

l .

I

S



CAPNET SECURITIES, INC.

| DECEMBER 31, 2006
| )
| .
! .
A. Summary Of Significant Accounting Policies

Nature of Busine?s

CapNet Securiu'esi Inc. is a broker and a dealer registered with the Securities and
Exchange Commlssmn The company was formed as a Texas corporation in 1988, and
has been operatmg( in Houston, Texas since then. The Company changed its name from
Augusta Securities Corporatlon to Motgan Brewer Securities Co. on January 8, 2002 and
in January 2003 changed its name to CapNet Securities, Inc. The Company is an
introducing broker|with accounts processed by Southwest Securities in Houston.

Cash I-'Zguiw.ralf:nts_J

l
For purposes of the statement of cash flows, the Company considers all highly liquid

debt instruments purchased with maturity of three months or less to be cash equivalents
at December 31, 2006

Eguipment and Furniture

Depreciation is prov1ded usmg the straight-line method for financial reporting purposes. !
Equipment, furmture and leasehold improvements consisted of the following as of
December 31, 200?

Equipment | : - § 24288
Fumiture | ‘ 107,435
Leaschold improvements 5777
137,500
Less: accumulated depreciation 54,694 ‘ .
Total | $.82,806 . i
. Method of Accounting

l

The Company mai?ntains its books and records on the accrual basis of accounting,
| .
Federal Income Taxes

The liability method is used in accounting for income taxes.© Under this method,
deferred tax assets and liabilities are determined based on differences between financial
reporting and tax bases of assets and liabilities and are measured using antictpated tax
rates and laws that|will be in effect when the differences are expected to reverse. The

: NOTES TO FINANCIAL STATEMENTS
|
|




CAPNET SECURITIES; INC.
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2006

realizability of deferred tax assets are evaluated annually and a valuation allowance is

i
provided if it is more likely than not that the deferred tax assets will not give rise to,

future benefits in the Company’s tax return.

|
Use of Estimates }

‘The preparaton of financial statements in conformity with accounting principles
generally accepted;in the United States of America requires management to make

estimates and assumptlons that affect the reported amounts of assets and liabilicies and.

disclosure of contmgent assets and habllmes at the date of the financial statements and

the reported arnounts of reveaues and expenses during the reporting period. Actual
results could differ from those estimates.

*

Net Capital

The Company is subject to a $5,000 minimum capital requirement or a minimum net '

capital required at[6-2/3% of aggregated indebtedness under SEC Rule 15¢3-1, which

requires that the ratlo of aggregate indebtedness to net capital shall not exceed 15 to 1.

Net capital and the related net capital ratio fluctuate on a daily. basis; however, as of
December 31, 2006 the net capital was $80,152, which exceeded the required minimum

capital by $74, 279| The Company’s ratio of aggregated indebtedness to net capital was
‘1.10to 1 at Deccm'ber 31, 2006. . ‘

] i




CAPNET SECURITIES CORPORATION
| .

| . '
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15C3-1

DECEMBER 31, 2006
Total equity from statement of financial condition | " $ 54‘9,560
Less non-allowable ass%:ts:
Statement c:lf Financial Condition : 469,408
IEJet Capital . | | '$ 80,152

COMI{’UTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital r?laciuﬁed (6-2/ 3% of aggregate indebtedness) § 5,873
Minimum dollar net capital required $ 5,000
Neét capital requirement (greater of above two figures) $ 5,873
Excess net capilta.l _ ’ A ‘ ) $ 74,279
Excess net capital at 1000% o s 7134

COMPUTATIONIOF RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

Total liabilities (per st:latement of financial conditon) $ 88,107

|

Percentage aggregate indebtedness to net capital r 110%

RECONCILIATION WITH COMPANY'S COMPUTATION

The above agrees Witl‘il the Company's Computation (included in Part II of Form X-17a-5)
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| |
JAMES A. LONGAKER
|

CER;TIFIED PUBLIC ACCOUNTANT‘

|

|
The Board of Directors |
CapNet Securities Corpolration
Houston, Texas

|
In planning and pcrforming my audit of the financial statements and supplemental schedules
of CapNet Securities Corporation for the year ended December 31, 2006, 1 considered 1ts
internal control structure, including procedures for safeguarchng securities, in order to
determine my auditing procedures for the purpose of expressing my opinion on the financial
statements and not to prov1de assurance on the internal control structure.

|
Also, as required by Ru]e 17a-5(g) (1) of the Securities and Exchange Commission (SEC), I
have made a study of the practices and procedures used by the Company, including tests of
such practices and procedures that [ considered relevant to the objectives stated in Rule 17a-
5(g) in making the peric;dic computations of aggregate indebtedness and net capital under
Rule 17a-3(a) (11) and for determining compliance with the exemptive provisions of Rule
15¢3-3. Because the Colmpany does not catry securities accounts for customers or perform
custodial functions relating to customer securities, 1 did not review the practices and
procedures followed by t the Company in any of the following:

1. Making quarterly, securities examinations, counts, verifications, and comparisons.
Recordation of differences required by Rule 17a-13.

3. Complying with the requirements for prompt payment for securities under Section 8
of Federal Reserve Regulations T of the Board of Governors of the Federal Reserve
System. |

The management of the Company is responsible for establishing and maintaining a system
of internal control struc':rure and the practices and procedures referred to in the preceding
" paragraph. In fulﬁ]hng this responsibility, estimates and judgments by management are
required to assess the expected benefits and related. costs of internal control structure
policies and proceduresiand of the practices and procedures referred to in the preceding
paragraph, and to assess! whether those practices and procedures can be expected to achieve
the SEC’s above-mentioned objectives. Two of the objectives of an internal control
structure and the practices and procedures are to provide management with reasonable, but
not absolute, assurance that assets for which the Company has responslbﬂjty are safeguarded
against loss from unauthonzed use ot disposition, and that transactions are executed in
accordance with managements authorization and recorded propetly to permit preparation
of financial statements 1n accordance with generally accepted accounting pnnc1ples Rule
17a-5(g) lists additional ob]ectlves of the practices and procedures listed in the preceding
paragraph.
J
!
[
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Because of inherent limitations in any internal control structure or the practices and
procedures referred to jabove, errors or irregularities may occur and not be detected. Also,
projection of any evaluation of them to future periods is subject to the risk that they may
become madequate because of changes in conditions or that the effectiveness of their
design and operation 1lnay deteriorate. My consideration of the internal control structure
would not necessarily disclose all matters in the internal control structure that might be
material weaknesses under standards established by the American Institute of Certified
Public Accountants. Al material weakness is a condition in which the design or operation of
the specific internal control structure elements does not reduce to a relanvely low level the
nsk that errors or uregulantles in amounts that would be material in relation to the financial -
* statements being audited may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. However, I noted no matters
involving the internal clonr_rol structure, including procedures for safeguarding securities that
I consider to be material weaknesses as defined above.

I understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes
in accordance with thé Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such ébjectives in all material respects
indicate a material madequacy for such purposes. Based on this understandmg and on my
study, I believe that thelt Company’s practices and procedures were adequate at December 31,
2006, to meet the SEC’IS objectives.

This report 1s mtended solely for the use of the Board of Directors, management, the SEC,
and other regulatory agencxes that rely on Rule 17a-5(g) under the Securities Exchange Act
of 1934, and should not be used for any other purpose. :

Februagy 22, 2007
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